










EXECUTIVE SUMMARY 
 

BACKGROUND 
 
Medicare Part B pays for services provided by physicians to program beneficiaries.  Although 
physicians routinely perform many of these services in a facility setting, such as an outpatient 
hospital department or a freestanding ambulatory surgical center, certain of the same services 
may also be performed in non-facility settings, including a physician’s office.  To account for the 
increased practice expense incurred by physicians in their offices, Medicare reimburses a higher 
amount for services performed in this setting.  Physicians are required to identify the place of 
service on the health insurance claim form submitted to Medicare Part B carriers for payment.  
The correct place of service code ensures that Medicare is not duplicating payment to the 
physician and the facility for any part of the practice expense incurred to perform the service. 

 
OBJECTIVE 
 
The objective of the audit was to determine the extent of Medicare Part B overpayments made to 
physicians by Wisconsin Physicians Service Insurance Corporation (WPS) for billings with an 
incorrect place of service code. 
 
FINDINGS  
 
Medicare overpaid physicians due to incorrect place of service coding.  Seventy-nine of 100 
sampled physician services, selected from a population of services identified as having a high 
potential for error, were performed in a facility but were billed by the physicians using the 
“office” place of service code.  As a result of the incorrect coding, Medicare paid the physicians 
a higher amount for these services.  Based on a statistical projection, we estimate that WPS 
overpaid physicians $742,510 for incorrectly coded services provided during the 2-year period 
ended December 31, 2002.    
 
We attribute the overpayments to control weaknesses at WPS and at the physician office level.  
Specifically: 
 

• WPS had not established sufficient controls, due in part to vulnerabilities inherent in 
Medicare’s claims processing system, to detect Medicare Part B place of service billing 
errors and to prevent, identify, or recover the program overpayments that resulted from 
these errors. (Under the Medicare claims processing system, Medicare Part B carriers do 
not have access to billing information from outpatient hospitals, whose claims are 
processed by the Medicare Part A fiscal intermediaries.)   

   
• Many of the physicians had not implemented controls to prevent, or subsequently 

identify, billings with incorrect place of service codes. 
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RECOMMENDATIONS 
 
We recommend that WPS: 
 

• Recover the $1,948 of overpayments for the sampled physician services that were 
performed in a facility setting but billed as if provided in the physician’s office.    

 
• Work with the physicians in the developed population of potential errors to reassess their 

billings and refund any overpayments estimated at $742,510.    
 

• Educate physicians about the importance of correctly reporting the place of service and 
encourage physicians to implement internal control systems to prevent Medicare billings 
with incorrectly coded place of service. 

 
• Work with the Medicare Part A fiscal intermediary to perform a data match to identify 

physician services having a high potential for place of service miscoding and recover 
program overpayments that result from these errors. 

 
WPS COMMENTS 
 
In written comments to our draft report, WPS concurred with our findings and recommendations.  
WPS stated that it recognizes the potential risk for error and will implement measures designed 
to decrease the error rate associated with claims submitted with the incorrect place of service 
coding.  WPS’s written comments are attached as Appendix B. 
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INTRODUCTION 
 

BACKGROUND 
 
Medicare Part B Procedures and Services  
 
Medicare Part B pays for services provided by physicians to program beneficiaries.  These 
services include medical and surgical procedures and other services such as office visits and 
medical consultations.  Although physicians routinely perform many of these services in a 
facility setting, including an outpatient hospital department or a freestanding ambulatory surgical 
center, certain of the same services may also be performed in non-facility settings, including a 
physician’s office.  To account for the increased practice expense incurred by physicians in their 
offices, Medicare reimburses a higher amount for services performed in this setting. 
 
Medicare Payment Regulations 
 
Physicians are paid for services based on the Medicare physician fee schedule.  The Centers for 
Medicare & Medicaid Services (CMS) established relative value units (RVU) for physician 
work, practice expense, and malpractice insurance.  Each RVU has a corresponding geographic 
practice cost index based on the location where the service was performed.  To calculate the 
physician payment, each of the RVUs is multiplied by the appropriate geographic practice cost 
index.  The sum of these products is then multiplied by the nationally uniform conversion factor 
to determine the payment. 
 
To compensate physicians for the practice expense differences for certain services, Medicare has 
established two different RVUs for services performed in a facility versus a non-facility setting.  
Physicians are required to identify the place of service on the health insurance claim form 
submitted to Medicare Part B carriers for payment.  The correct place of service code ensures 
that Medicare is not duplicating payment to the physician and the facility for any part of the 
practice expense incurred to perform a Medicare service.  
 
Carrier Responsibility 
 
The Medicare Part B carriers, under contract with CMS, process and pay claims submitted by 
physicians, clinical laboratories, suppliers, and ambulatory surgical centers.  WPS is the 
Medicare Part B carrier that processes and pays claims submitted by Part B providers in 
Wisconsin, Michigan, Illinois, and Minnesota. 
 
OBJECTIVE, SCOPE AND METHODOLOGY 
 
Objective 
 
The objective of the audit was to determine the extent of Medicare Part B overpayments made to 
physicians by WPS for billings with an incorrect place of service code. 
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Scope and Methodology 
 
Our audit covered physician services provided during the period from January 1, 2001 through 
December 31, 2002.  For this 2-year period, we analyzed a stratified random sample of 100 
services selected from a population of 62,420 physician services paid by WPS that had been 
identified through a computer match as having a high potential for error.  The services, although 
coded by the physicians as being performed in non-facility settings, were matched with data that 
indicated the services may have been performed in a facility setting (outpatient hospital 
department or ambulatory surgical center). 
      
To accomplish the objective of the audit, we: 
 

• reviewed paid claims data to determine the place of service for which the sampled 
services were paid; 

 
• discussed the billings with physician office personnel, reviewed medical and billing 

records to determine whether the place of service was incorrectly coded, and identified 
the underlying causes contributing to incorrect coding; 

 
• calculated the amounts of any Medicare overpayments; and 

 
• discussed the results of the review with WPS officials and provided additional data 

needed to implement our recommendations. 
 
Our review of internal controls was limited to discussions with WPS officials and physician 
employees and representatives.  The discussions were intended to establish whether internal 
controls had been developed to prevent program overpayments resulting from place of service 
billing errors.  The adequacy of any existing controls was not evaluated. 
 
Our audit was conducted in accordance with generally accepted government auditing standards. 

 
FINDINGS AND RECOMMENDATIONS 

 
PAYMENTS BASED ON INCORRECT PLACE OF SERVICE 
 
Medicare overpaid physicians due to incorrect place of service coding.  Seventy-nine of 100 
sampled physician services, selected from a population of services identified as having a high 
potential for error, were performed in a facility but were billed by the physicians using the 
“office” place of service code.  As a result of the incorrect coding, Medicare paid the physicians 
a higher amount for these services.  We attribute the overpayments to control weaknesses at the 
carrier and physician office level.  Based on a statistical projection, we estimate that WPS 
overpaid physicians $742,510 for incorrectly coded services provided during the 2-year period 
ended December 31, 2002.    
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Medicare Requirements 
 

 The Medicare physician fee schedule includes two payment amounts depending on whether a 
service is performed in a facility setting, such as an outpatient hospital department or ambulatory 
surgical center, or in a non-facility setting, such as a physician’s office.  The payments to 
physicians are higher when the services are performed in non-facility settings.  The higher 
payments are designed to compensate physicians for the additional costs incurred to provide the 
service at an office location as opposed to a facility location. 
 
In order for the physician to receive the higher non-facility practice expense payment, the service 
must meet the requirements of 42 CFR 414.22(b)(5)(i)(B), as follows: 
 

. . . The higher non-facility practice expense RVUs apply to services performed in 
a physician’s office, a patient’s home, an ASC [ambulatory surgical center] if the 
physician is performing a procedure not on the ASC approved procedure list, a 
nursing facility, or a facility or institution other than a hospital or skilled nursing 
facility, community mental health center, or ASC performing an ASC approved 
procedure . . . .  
 

Services Billed with Incorrect Place of Service Codes 
 
The place of service for 79 of 100 sampled services had been incorrectly coded on the 
physicians’ billings.  Although each of the 79 services was coded as if it was performed in the 
physician’s office, 55 of the services were actually performed in outpatient hospital settings, and 
24 of the services were performed in ambulatory surgical centers.  
 
By re-pricing the claims using the correct place of service code, we determined that claims for 
751 of the 79 services were overpaid by WPS in the amount of $1,948.  Even though the place of 
service had been miscoded, overpayments did not result for 4 of the 79 services because the 
physicians’ billings did not otherwise exceed the Medicare fee schedule amount for the correct 
facility setting.   
 
Estimate of Overpayments 
 
We estimate that WPS overpaid physicians $742,510 for services that were billed using incorrect 
“non-facility” place of service codes for services provided during the period from January 1, 
2001 through December 31, 2002.  Our estimate is based on the point estimate of a statistical 
projection as described in the appendix.   
 
Control Weaknesses at the Carrier and Physician Office Level 
 
We attribute the overpayments to control weaknesses at the Medicare Part B carrier and at the 
physician office level.   
 
                                                 
1 Physician providers informed us that 9 of the 75 overpayments had recently been self-disclosed or otherwise 
uncovered through a Medicare provider audit.  They indicated that repayments have been, or will be, initiated. 
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At the carrier level, WPS had not established sufficient controls, due in part to vulnerabilities in 
Medicare’s claims processing system, to detect place of service billing errors and to prevent, 
identify, or recover the program overpayments that resulted from these errors.  Under the 
Medicare claims processing system, Medicare Part B carriers do not have access to billing 
information from outpatient hospitals because hospital claims are processed by the Medicare Part 
A fiscal intermediaries.  In addition, although carriers have access to claims data for freestanding 
ambulatory surgical centers, the centers have up to 27 months to submit their claims for 
processing.  Therefore, a physician could submit a bill and receive payment well before the 
ambulatory surgical center submits its claim, making the identification of these cases more 
difficult.   
 
At the physician office level, we found that many physicians had not implemented controls to 
prevent, or subsequently identify, billings with incorrect place of service codes.  Specifically, we 
found that incorrect place of service coding often occurred for one or more of the following 
reasons: 

 
• Billing personnel were inadequately trained, new to their jobs, or temporarily 

substituting for more experienced employees and did not correctly assign the place of 
service code for a particular location. 

 
• Physician office personnel were not aware that an incorrect place of service code could 

change the Medicare payment amount for a specific service. 
 

• Physician office personnel were unsure about the precise definition of a physician’s 
office, or had not adequately considered whether the “office” place of service code for a 
particular location was appropriate.    

 
• Undetected flaws in the design or implementation of some billing systems allowed the 

systems to assign an incorrect place of service code to specific physical locations or 
groups of services.  

 
• Default settings within some billing systems for place of service codes for specific 

service locations were incorrectly set and not manually over-ridden or were correctly set 
but inappropriately over-ridden by personnel who did not fully understand the default 
settings.   

 
• Inadvertent data entry errors occurred when apparently well-trained billing personnel 

made isolated mistakes. 
 
RECOMMENDATIONS 
 
We recommend that WPS: 
 

• Recover the $1,948 of overpayments for the sampled physician services that were 
performed in a facility setting but billed as if provided in the physician’s office.    
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• Work with the physicians in the developed population of potential errors to reassess their 
billings and refund any overpayments estimated at $742,510.  

 
• Educate physicians about the importance of correctly reporting the place of service and 

encourage physicians to implement internal control systems to prevent Medicare billings 
with incorrectly coded place of service.  

 
• Work with the Medicare Part A fiscal intermediary to perform a data match to identify 

physician services having a high potential for place of service miscoding and recover 
program overpayments that result from these errors. 

 
WPS COMMENTS 
 
In written comments to our draft report, WPS concurred with our findings and recommendations.  
It stated that it recognizes the potential risk for error and will implement measures designed to 
decrease the error rate associated with claims submitted with incorrect place of service coding. 
 
Addressing our recommendations, WPS stated that it requested refunds of the overpayments 
made to the sampled providers and developed an education plan to instruct providers about the 
appropriate use of place of service codes.  WPS indicated that it will encourage providers to self-
assess their billings and to refund overpayments as part of its educational effort.  WPS also said 
that it would evaluate the feasibility of exchanging information with Medicare fiscal 
intermediaries to help identify those services that may be highly susceptible to place of service 
coding errors. 
 
WPS’s written comments are attached in their entirety as Appendix B.
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APPENDIX A 
 

SAMPLING METHODOLOGY 
 

POPULATION 
 
The population included 62,420 services that were provided during the period from January 1, 
2001 through December 31, 2002 and were billed to Medicare Part B by physicians who may 
have used incorrect “non-facility” place of service codes.  Claims for the services were processed 
and paid by WPS.  Through a computer match, we identified the services as having a high 
potential for error.  These services, although coded by the physicians as being performed in non-
facility settings, were matched with data that indicated the services may have been performed in 
an outpatient hospital setting or in an ambulatory surgical center. 
 
SAMPLE DESIGN 
 
We designed a stratified random sample of 100 services selected from two strata.  The first 
stratum consisted of 61,444 services that were billed by physicians using a “non-facility” place 
of service code, but may have been performed in an outpatient hospital setting.  The second 
stratum consisted of 976 services that were billed by physicians under the “non-facility” place of 
service code, but may have been performed in an ambulatory surgical center.  We selected a 
random sample of 70 services from the first stratum and 30 services from the second stratum. 
 

 

 
 Stratum 
 Number  

 
 
Description of Stratum 

  Number of 
  Services in  
 Population       

Number of  
  Services        
 in Sample  

    
       1 Physician - Outpatient Hospital Setting       61,444         70 
       2 Physician - Ambulatory Surgical Center             976         30
        62,420       100 

 RESULTS OF SAMPLE 
 
The results of the sample review follow: 
 

Stratum 
Number 

   Size of 
Population 

 Size of 
Sample

    Number with 
Incorrect Coding 

Number with 
Overpayments 

    Value of 
Overpayments 

            
      1     61,444      70             55           54        $   803 
      2          976      30             24           21          1,145
     62,420         100             79           75        $1,948 

 
The point estimate of the projection was $742,510, with a precision of plus-or-minus $205,404 at 
the 90 percent confidence level. 






